and form of additional risk exposure is the subject of debate. The central issues in this debate appear to involve whether the decoupling and flexibility farm bill provisions make the supply response more elastic. A related argument said to reduce price risk is that with increased flexibility, farmers will be free to incrementally adjust to changing market conditions. Here, the issue is whether the magnitude of adjustment is likely to be in the right direction and magnitude to lead to greater stability. There is no intuitive reason to anticipate that increased flexibility means farmers will make the right production decisions in consideration of what farmers in the aggregate are likely to do. The 1996 farm bill did not repeal either the fallacy of composition or the cobweb theorem of farmer decisions.
The purpose of this paper is to investigate the farm level impacts of the 1996 farm bill on the South. It will do this by utilizing three research instruments:
# Presenting the results of a series of producer and lender focus groups, the central issue of which involved their perceptions of risk exposure and risk management tools under the 1996 farm bill.
# Presenting data on what farmers have done in terms of shifting cropping patterns.
# Discussing the farm level impacts of the risk results presented in the companion paper by Ray and Richardson. While certainly not providing all the answers to the issues at hand, a number of questions are raised that merit further study.
Farm Level Perceptions of Risk
The Risk Management Education Teams of Texas and Kansas, in the fall of 1997, conducted a series of 23 focus group meetings of 101 producers, 22 lenders and 14 representatives of other 3 agribusiness firms. Seventeen of the focus groups were conducted in the Texas Panhandle and the Southern Plains, while the remaining 6 were conducted in Central and Western Kansas.
The focus group participants were asked to rate 21 individual sources of risk on a 5-point scale where 5 is very important and 1 is not important. Table 1 indicates the 10 most important sources of risk as perceived by the participants in these focus groups. As indicated by the average scores, the four most important sources of risk were the same in both states. The two most important sources of risk were indicated to be price and yield. Price risk is definitely farm bill related, although the magnitude may be debated. Kansas rated price risk higher than Texas. Both rated yield risk the same. The impact of the farm bill on yield risk is likely small although the elimination of annual acreage reduction programs brings less productive lands back into production and reduces the producers ability to address critical agronomic concerns, such as weed control on idle acreage. Thus, the lands put back into production from the set-aside and conservation reserve program will likely have a higher level of associated yield risk. Changes in input costs are farm bill related from the perspective of feed costs to livestock, dairy and poultry producers. Although not farm bill related, the high ranking of environmental risk signals farmers' increased concerns over changes in these regulations as a source of risk.
Farmers' perceptions of the importance of risk management tools, likewise, provide insight into the changing role of farm programs versus individual management initiative in reducing risk (Table 2 ). The focus group participants were asked to rank the relative importance of 35 risk management tools on the same 5-point scale. It is not surprising that debt management and forward selling (contract or hedging) ranked in the top five. below the operator's own life insurance policy but higher than health insurance. This is especially interesting given that commodity yield was ranked second as the most important source of risk.
The focus group discussions revealed that farmers perceive that they operate in a more risky environment, although no attempt was made to segregate how much of that perception was due to the 1996 farm bill. While government programs are important, they are not perceived as the primary means of reducing risk. That, they recognize, is primarily a function of their own individual initiative. They also recognize that changes in the farm program give them greater latitude for reducing risk through diversification.
The Texas Panhandle and Southern Plains is not set forth as being representative of the South. However, cotton is the largest revenue-producing crop in the South. Interestingly, peanuts are achieving increasing prominence in the region with quota transfers being allowed within state. Likewise, Kansas is also not representative of farmers in the South, although it is the largest wheat and sorghum producing state and is seeing substantial diversification into corn.
Impacts of the 1996 Farm Bill on Cropping Patterns
After the 1996 farm bill was enacted, the AFPC representative farms were updated with the help of our farmer panels. During this updating process, extensive discussions occurred regarding potential changes in cropping patterns associated with the new flexibility provisions and anticipated changes in the supply/demand balance favoring increased demand for feed grains and oilseeds relative to cotton and rice (FAPRI).
These discussions revealed that farmers are reluctant to change cropping patterns unless there is a significant profit incentive to do so. It was concluded that farmers participating in these panels require around $50 per acre extra in anticipated profit before making major changes in their cropmix. The reason for this relatively high opportunity cost lies in the perceived costs associated with acquiring additional cultural and management expertise, the relative risks associated with producing alternative crops, the impact on economies of specialization, scale and additional required investments in specialized equipment.
Realistically, in terms of revealed changes in cropping patterns, there is only one year of experience under the 1996 farm bill. That is, the bill's implementation provisions were sufficiently delayed in the 1996 crop year that farmers, especially in the South, had already made their cropping decisions. Nationally, for crop year 1997, increases in production were certainly impacted by changes in CRP, set-aside and weather impacts, not necessarily by long-term shifts in production patterns due to changing profit margins and risk exposure.
However, analyses of state data in the South reveals some interesting acreage shifts. Planted acreages of cotton, rice, sorghum, corn, soybeans and wheat were examined in Southern states (Table 3) . Planted acreage for the period 94-96 was analyzed as a benchmark because producers had likely adjusted to the limited flexibility provisions contained in the 1990 Farm Bill and annual acreage reduction requirements were modest relative to earlier periods. There were no acreage reduction requirements for wheat during this period. Rice producers had to idle 5 percent of their base in 1995, cotton producers 11 percent in 1994 and corn producers 7.5 percent in 1995 in order to retain program benefits.
The data suggests a shift of acres from cotton and rice to corn and soybeans in the Delta. 
Impacts of the 1996 Farm Bill on Representative Farms
To analyze the farm level impacts of the 1996 farm bill, the Agricultural and Food Policy
Center (AFPC) set of representative crop farms was utilized. Emphasis in this analysis was placed on the effects of increased price and income risk resulting from the farm bill provisions largely related to the substitution of decoupled lump sum payments for the target price.
The FAPRI November 1997 baseline, which projects prices over the crop year period 1997-2005, was utilized (Table 4 ). The assumption is that policy will be as specified in the 1996 farm bill over this time period, with payments at the 2002 level through 2005.
The farm level analysis involved the utilization of AFPC's FLIPSIM model developed by
Richardson and Nixon. The Farm-Level Income and Policy Simulator (FLIPSIM) is a computer model that simulates, under price and yield risk, the annual economic activities of a farm using accounting equations, identities, and probability distributions (Richardson and Nixon 1986) . Among the model output are the variables that make up an income statement, cash flow, balance sheet, and financial ratios describing the economic viability of the farm. Stochastic yields and prices are used to calculate empirical probability distributions for key variables.
The representative farms analyzed include Southern feed grain, cotton, and rice farms. Two risk scenarios were analyzed. Identical price mean levels were utilized in each scenario. Under the Polysis scenario corn and sorghum price variability was increased by the equivalent of a 92 percent increase in the coefficient of variation. The coefficient of variation was increased 57 percent for wheat, 45 percent for soybeans, and 17 percent for cotton and rice.
The impacts of the two policy/risk scenarios were measured by two variables generated by the FLIPSIM model:
# The level of net cash farm income described as gross farm receipts, including government payments, minus all cash expenses. # The probability that net cash farm income would be less than additional cash outflows including principal payments, family living withdrawals, income taxes and machinery cash replacement costs, i.e. the probability of an annual cash flow deficit that must be financed from accumulated cash reserves or refinanced through external sources.
The results of the analyses are indicated in Table 5 Increased price variability is expected to increase mean net cash farm incomes given the marketing loan safety net common to both price risk scenarios. The minimum and maximum net cash farm incomes, however, will likely expand under the increased price risk scenario, although not symmetrically. That is, the minimum level will likely be reduced less than the maximum level increases due to the marketing loan safety net.
Net cash farm income
As anticipated the mean net cash farm income levels increase on the eight southern farms analyzed. The increases in average net cash farm incomes range from 1.4 percent on the Texas Southern Plains cotton and peanut farm to 15.5 percent on the Texas Coastal Bend cotton and feedgrain operation (Table 5) . Mean net cash farm incomes on the other six farms increased from 3 to 6 percent.
The increases in mean average net cash farm incomes, however, does not come as a windfall.
The minimum average net cash farm incomes experienced over the 1997-2005 decline marginally positive benefits that run with higher prices due to reduced interest expense, the minimum net cash farm incomes increase and improve.
Probability of Annual Cash Flow Deficits
The increased price risk projected by Ray and Richardson show differential impacts on the feedgrain and wheat farms as compared to those farms more dependent on cotton and rice. Over On these farms the probability that the farm cannot meet annual cash flow needs actually improves from 1 to 3 percentage points. Again, the difference is due to the more effective downside safety net for cotton and rice compared to wheat, feedgrains, and oilseeds.
The marginal improvement in the cash flow probabilities for cotton and rice and the mean expected levels in net cash farm incomes, however, should not be interpreted to imply that producers will prefer these crops over the wheat, feedgrains, and oilseeds. The overall probability of annual cash flow deficits are substantially higher for the cotton and rice farms than for the feed grain, wheat, and oilseed operations.
Conclusions and Implications
The Texas and Kansas risk management teams found that producers perceive commodity price variability as the most important risk management issue they face. When higher levels of price variability were estimated and introduced in a farm level context, representative grain farms faced higher mean net cash farm incomes, but also more risk, i.e. higher probability of annual cash flow deficits. The representative farm analysis concurred with the focus group perceptions in the Texas and Kansas grain producing areas.
Producers in the focus groups identified government program participation in the top half of important risk management tools. Interestingly, the marketing loan program for cotton and rice may aid those producers relatively more than grain producers in reducing risk.
While it is impossible to conclude definitive trends in acreage shifts given only one year of operation under the 1996 farm bill, survey results, expected returns relative to variable risk cost exposure, and the general economies on the representative farms will favor feedgrains, wheat and oilseeds relative to cotton and rice.
Regardless of the debate on the relative increase or decrease in the risk exposure on farms and agribusinesses due to the 1996 farm bill, there is little controversy that agriculture faces considerable risk. Risk management is a major concern of producers and agribusinesses. The profession will likely place considerable research, extension, and teaching resources on understanding the complexities of the risk management challenge.
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